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Introduction 
This paper presents a summary of the views and discussions of a number of 
Bulgarian policy institutes, reflecting in some detail comments that the authors feel 
are important in order to enhance the comprehensiveness of the CEPS Working 
Document “A System for Post-war South East Europe”. They are based on a 
perspective from Bulgaria and reflect the authors’ understanding of what is in the 
best interest of Bulgaria in relation to a radical effort at the reconstruction, 
development and integration of South East Europe. The comments should note be 
perceived to reflect the views of the Bulgarian government or any other interested 
party. 
 
The first section of the paper outlines the basic principles on which the comments are 
based. The second section reflects on specific policy options that the authors suggest 
to be integrated in the final version of the CEPS Document in relation to widening the 
radical approach advocated by CEPS to cover Bulgaria and Romania. The following 
sections introduce some ideas that are not necessarily meant for Bulgaria and 
Romania alone, but the authors feels can contribute to strengthening the Working 
Document vis-à-vis South East Europe as a whole.   
 
Basic Principles 
· The CEPS paper goes beyond the traditional stabilization goal and formulates an 
explicit integration objective for South East Europe. 
 
· The CEPS paper remains largely a radical plan for the Western Balkans; the 
measures foreseen for Bulgaria and Romania are conventional and need to be 
strengthened.  Special measures assisting Bulgaria and Romania, in light of the 
accelerated integration approach, advocated by the paper, towards ‘the five’ - 
Albania, Macedonia, FYR, BiH and Croatia should be proposed. This will 
strengthen the balance of an overall comprehensive approach towards the whole 
of South East Europe, and not just the Western Balkans. The latter presents a 
potential danger for a disbalanced integration effort that will speed the process for 
the five but not for the other two countries in the region. A clear break should be 
immediately obvious for all the countries of SEE. 
 
· The Plan should follow a comprehensive approach towards the region, based on 
the common objective of integration, but acknowledging the need for two separate 
formulas in this process – one for Bulgaria and Romania and the other for the five 
countries of the Western Balkans.  This requires a reshaping of the accession 
geometry and a shift in the focus. The formula should be changed from “5 + 2” to 
“2 + 5”. 
 
· The proposal needs to also focus on some issues of regional importance that are 
valid, to a different extent, for all the countries in the region – investment in 
needed infrastructure development, increased transparency and anti-corruption 
efforts in South East Europe, strengthening the independence of the judiciary and 
its enforcement capacity, strengthening the capacity of public administrations, 
stimulate risk guaranteed private investment and reforming social protection 
systems. 
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· The proposal includes the creation of several new bodies: the South-East 
European Agency for Reconstruction and Development, the South-East European 
Foundation for Democracy, the South-East European Foundation for Education. 
The participation of the SEE countries in all these new institutions needs to be 
elaborated. The countries of the region should be actively involved in the new 
regional institutions and should have a voice in both the philosophy and the 
management of their activities. It is vital that all these institutions should be based 
within the region. 
 
· The proposal can be strengthened by planning for the gradual introduction of free 
movement of labour between the region and the EU – a clear and honest attempt 
to introduce such an arrangement even in limited form will be a particularly strong 
signal for the commitment of the EU to the new processes. 
 
Special Measures towards Accelerated Integration of Bulgaria and 
Romania in the EU 
Both Bulgaria and Romania hold the status of associate members of the European 
Union. They are pursuing policies that will bring then closer to membership within 
the framework set by the Copenhagen European Council. The upgrading of the 
relationship between the EU and the countries of the Western Balkans should be 
mirrored by the upgrading of the status of both countries vis-à-vis the integration 
process. Any other approach holds the risk that Bulgaria and Romania will be left in a 
disadvantaged situation brought about by the focus on integrating the Western 
Balkans without enhancing a special approach to these two associate members of the 
European Union. The upgrading of their status should be done in the overall 
framework of bringing the second wave countries (Bulgaria, Latvia, Lithuania, 
Romania and Slovakia) in line with the first wave aspirants for membership in Central 
Europe (Czech Republic, Estonia, Hungary and Poland).  
 
The basic elements of such a special approach towards Bulgaria and Romania can be 
identified as follows: 
1. Adopting a decision at the Helsinki European Council for beginning 
membership negotiations with the second wave countries and setting a target 
date of 1.1.2006 for completing accession negotiations. 
The enlargement strategy of the European Union should be reformed as a result of 
the Kosovo crisis and refocused on South East Europe. Otherwise stability will not be 
achieved in the Balkans and the differences in the economic development between 
the First Wave and Second Wave countries will be worsened especially in terms of 
trade and investment opportunities (recently Paul Brenton explicitly pointed this out). 
This will diminish the perspectives for membership of the second wave countries.  
 
In practice this would imply the adoption of a decision at the European Council in 
Helsinki to begin accession negotiations with Bulgaria and Romania. For Bulgaria this 
will be strong positive signal in support of its successful economic reform efforts (see 
Annex 1), political and ethnic stability. Besides this will be the ideal signal for foreign 
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investors and to the people of Serbia in the context of their efforts to overthrow the 
Miloshevic regime. 
2. Reopening land and river trade routes between Bulgaria and the EU, 
building a second bridge over the Danube and linking the Bulgarian and 
Macedonian railway systems. 
Bulgaria is in an extremely volatile position because of its infrastructure’s isolation 
from the EU. The bombings of Yugoslavia and the existence of only one bridge 
crossing the Danube between Bulgaria and Romania have blocked the access of the 
country’s exports to the EU markets, which constitute more than 50% of exports and 
imports. This situation can aggravate the development of competitive industries and 
potentially worsen the country’s trade balance, thus having an economically 
destabilizing effect. Similar situations in the past (sanctions on Yugoslavia) have had 
such acknowledged effect and should be prevented in the future. 
3. Creating a temporary ‘green corridor’ for access of Bulgarian trade to the 
EU market until normal trade routes are restored and a second bridge on the 
Danube is constructed. 
In order to temporarily address the issue of diminished land and river access to 
markets in the EU, a ‘green corridor’ for the export of Bulgarian goods should be 
created. Such a corridor will require simplified and speedy customs and other border 
control procedures and documents at the Bulgarian-Romanian and the Romanian-
Hungarian borders based on the EU experience (possibly joint customs teams). 
4. Unilaterally improved market access for Bulgarian and Romanian 
agricultural exports as from 1.1.2000. 
Such unilateral EU agricultural concessions would be in addition to what is currently 
negotiated in this area by the EU and the ten associated countries. 
5. Termination of existing anti-dumping procedures adopted by the EU 
towards Bulgaria and Romania. 
In the case of Bulgaria this relates to the antidumping procedure to exports of certain 
steel products.  
6. Lifting of visa requirements for Bulgaria and Romania as of 1.1.2000, 
which, among other things, present a trade barrier. 
Bulgarian citizens and in particular Bulgarian business people should enjoy non-
discriminatory treatment equal to that enjoyed by other applicant countries. This 
factor should not be underestimated in terms of further developing trade and 
investment and integrating Bulgaria into the EU. 
7. Preceding full accession with increased political integration into the 
European Union. 
The Plan proposes that Newly Associated Members (NAM) in the Western Balkans 
should elect non-voting members of European Parliament. The EU could envision a 
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new paradigm in which political integration precedes full membership. If countries, 
which are in negotiations for EU membership, receive the right to elect voting MPs in 
the European Parliament they will participate in the political debate.  
 
Investment in South East European Infrastructure Development 
A significant part of the strategy for the reconstruction and further development of 
Southeast Europe is the design and realization of a unified policy for the 
infrastructure development of the region. This should be seen in a wider context of 
facilitating not only trade but also cultural exchanges and contacts among people 
from different states thus facilitating the overcoming of mistrust and rivalry. In view 
of creating effective regional infrastructure development policy in Southeast Europe, 
the following steps should be undertaken: 
1. Create the prerequisites for attracting foreign investments by providing 
guarantees for the effective realization and return on such investment.  
Southeast Europe is a region with insufficient financial resources for the fulfilment of 
large-scale infrastructure projects. Being a "newly-emerging market", the Balkans 
have the potential to attract foreign investments. To make use of this attention, the 
governments of South East Europe and the EU should create favourable conditions 
for infrastructure investments (See Annex 2). 
2. Adopt unified special infrastructure regulations, harmonised with EU standards. 
Such regulations should provide the conditions for the development and realization 
of infrastructure projects and programs in energy, telecommunications, and 
transport, thus beginning the integration of South East Europe in the commonly 
regulated space of European transport networks. 
3. Create a South East European Infrastructure Agency (SEEIA) 
The creation of such an Agency, empowered with wide powers in identifying 
important projects, fundraising and managing (based on concessions) transport and 
energy infrastructures is vital to the development of the region. One should however 
be aware that due to the political and economic vested interests in infrastructure 
there might be concerted opposition to, effectively, surrendering sovereign control 
over regional infrastructures.  In this respect a more conservative (or back-up) option 
might be the creation of an Infrastructure Development Guarantee (or Loan) Fund 
that will stimulate private and public investment in the development of the Pan 
European infrastructure routes in the region. 
 
Stimulating Private Investment in the Region  
The Plan should provide for the setting up of a South East European Investment 
Guarantee Facility that will stimulate private investments in the region by providing a 
political, or financial, backing to EU capitals moving into the Balkans. Special 
emphasis should be placed on the development of the SME sector. 
 
Increased Transparency and Anti-corruption Efforts in South East Europe 
Transparency International, through its experience and national chapters in the 
region could play a special role in asserting uniform anti-corruption monitoring 
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approaches. It can also serve as a resource for the exchange of information and 
best practices and continuously propose concrete legislative amendments to 
weaken the base of corruption in the region. 
The CEPS Plan should pay more attention to the mechanisms needed for securing 
transparency in the process of regional reconstruction. In a region, where most of 
the countries lack stable state and civil institutions, corrupt practices could 
overshadow any substantial activities aiming at rebuilding national/regional 
infrastructure. The rebuilding of state and civil society institutions needs effective 
mechanisms for monitoring such a process in order to facilitate the introduction of 
uniform practices throughout the region. 
  
Importance of Judicial Reform 
A South East European Judicial Reform Task Force should be set up to exchange 
information and best practices between the countries of the region in, inter alia, 
harmonizing their legislation to EU requirements, reforming court procedures 
and administration and magistrates training. 
A stable and independent judiciary in each of the countries of the region is an 
important asset for democratic development and the creating of a functioning market 
environment. National governments should be urged to focus on this issue and also 
increased assistance could be provided by the international community to strengthen 
the capacity of the judiciary in all of the countries of the region. Existing successful 
models of assistance, both by the EU, World Bank, USAID and OSI could be used as 
a basis for such an approach. 
 
Public Administration Reform and Institutional Capacity 
A Public Administration Reform Initiative could be set up that would aim at, inter 
alia, setting best practices standards, support in legislative drafting and exchange 
of information and experiences. 
The CEPS Proposal does not underline the need for governments in the region and 
the EU to make an additional commitment to strengthening the institutions of the 
countries in the South East Europe. Public administration transparency and capacity 
to respond to the needs of the citizens is generally low in the region. Any investment 
in the development of the region without opening public administrations within an 
environment where its independence is guaranteed and the citizens have access to 
public records can have an adverse effect and stimulate corruption. In this respect the 
countries of the region must be urged to adopt and implement public administration 
reform strategies and the EU could provide additional support. 
 
Need for Strengthening Social Protection Systems 
Learning from experiences in Bulgaria and Romania, it is vital to strengthen the 
institutional capacity of the social protection systems in Albania, Macedonia and 
Montenegro to cope with the increased pressure that will come with structural reform 
and privatisation. It should be taken into account that the Kosovar refugees that have 
stayed behind in Albania and Macedonia, not in camps but with families, will over the 
next year create burden on these systems with which they will not be able to cope. 
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This point can also be made for Kosovo where unemployment will remain high in the 
foreseeable future and the gradual retraining of the workforce will be a long process. 
 
Comments towards the discussion of the CEPS Working Document “A System for Post-war 
South East Europe” 
Page 8 
Annex 1 
EUROPEAN INSTITUTE 
Assessment of Bulgaria’s Compliance with the Economic Criteria from 
Copenhagen for Membership in the European Union  
 
1. Introduction 
The conclusions of the European Council in Copenhagen (1993) defined the criteria for EU 
membership. The economic part of the criteria  is formulated in the implementation of two 
general conditions: 1) the presence of a functioning market economy and 2) capability in the 
medium term to withstand the competitive pressure of market forces in the EU.  The 
European Commission’s Opinion on Bulgaria’s Application for Membership of July 15, 1997 
was negative. During the last two and a half years, however, Bulgaria undertook serious 
economic reforms, which were underpinned by the implementation of radical steps towards 
liberalisation, macroeconomic stabilization, market restructuring, and harmonization of the 
legislation and institutions with those of the EU. The economic progress achieved has its 
quantitative and qualitative measures, which now place Bulgaria in a conducive situation upon 
a comparative analysis of the economic parameters with the countries of the first wave of 
EU accession and are serious grounds for a revision of the July, 1997 Opinion. This paper 
reviews Bulgaria’s progress vis-à-vis macroeconomic stabilization and structural reform. It 
also provides a detailed assessment along the indicators used by the Commission for each 
of the two economic conditions from Copenhagen. 
2. Macroeconomic Indicators and Structural Reform after the Publication of 
the Regular Report of the Commission in November of 1998 
In accordance with the Joint Assessment of the Medium term Priorities in the Economic 
Policies of the Republic of Bulgaria, signed on June 8, 1999 by Bulgaria and the EU, the aim 
of the Government’s Programme for the 1998-2001 period is the acceleration and 
strengthening of structural reforms in the enterprise sector and in the budget sphere, 
ensuring sustained economic growth, and improving the living standards of the population.  
The stabilization effect of the economic policy implemented, stemming from the currency 
board arrangement, strict fiscal policy and improved financial discipline in the public sector, 
continued throughout the second half of 1998 and the beginning of 1999.  The main 
parameters of macroeconomic stabilization include economic growth, low inflation, budget 
surplus, stable and low interest rates, increased foreign currency reserves, recovery of real 
incomes, and a reduction of the relative internal and external foreign debt burden.  The 
results achieved can be attributed to domestic factors despite the negative external impact 
of the financial crisis in Asia and Russia, its substantial effect on the pace of global economic 
growth, the fall in prices of Bulgarian exports, and the Kosovo conflict.  Exports dropped, as 
a result of declined foreign demand and deterioration of transport conditions along the routes 
to the markets with the most favourable treatment for Bulgarian goods and which make up 
60% of our exports (EU, CEFTA, and EFTA).  This decline in exports was to a certain 
extent a natural result of the structural reform. 
The legislative changes after the Regular Report from the Commission on Bulgaria’s Progress 
towards Membership were aimed at speeding up privatization and limiting the advantages for 
Employee and Management Buyouts. The privatised assets as of May 31, 1999 are 33% of 
the total sum of assets in the State-owned enterprises; while over 50% of assets up for 
privatization have already been sold. These indicators will be exceeded substantially after the 
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completion of the large-scale privatization planned for this year, such as the sale of the 
Bulgarian Telecommunications Company, Neftochim, Chimco, Balkancar. The preliminary 
data on the progress in privatization show privatised assets have grown to about 40% in 
July. The private sector contribution in the GDP is 63.7%. The companies in liquidation or 
bankruptcy as of March 31, 1999 were 4% of the total state-owned assets. Of these 136 
are in a bankruptcy procedure, 248 are in the process of liquidation, which is a serious step 
forward in taking out of the market the inefficient state-owned enterprises that in the past 
were a key obstacle to the restructuring of the economy.  
Procedures have been started in all natural monopolies aimed at splitting off and preparation 
for privatization of those separate parts of their operations, for which there are no 
technological barriers to the development of competition.  
During 1998 the private sector has produced 99.4% of the gross added value in agriculture.  
The restituted land at the end of May 1999 is 85.4%.  It is expected that the   restitution of 
the rest of the land will be concluded by the end of the year.  
Following the privatization of the Bulgarian Post Bank in November of last year, the State-
owned banks continue to hold about 60% of assets in the banking sector.  With the 
privatization of Expressbank, Hebrosbank, and Bulbank in the course of 1999, however, the 
share of the State banks remaining to be privatised in the year 2000 will be small.  
3. Existence of a Functioning Market Economy 
Price Liberalisation 
The wide-scale liberalisation implemented in 1997 and 1998 allowed for a free market 
formation of prices based on supply and demand equilibrium. The prices of a restricted 
number of goods remain controlled and prices of goods produced by the natural monopolies 
are regulated. Their relative share in the consumer basket is 14%. For medications and 
water, which are 3.2% of the consumer basket, there is a regime of partial control based on 
monitoring and a ceiling on the commercial margin. 
The total relative share of regulated prices is fully comparable with that in the developed 
market economies and in the first wave countries for accession to the EU. An important 
element of the price liberalisation was the unification of VAT rates, which completely 
eliminated the administrative impact on relative prices. 
Foreign Trade Liberalisation 
Bulgaria is implementing a consistent policy of deregulating foreign trade.  
The tariff measures are comprehensive, predictable and represent the main instrument of 
trade policy. The changes since the beginning of 1999 were directed at a decrease in the 
average customs duty rates, as well as the maximum duties on import. Zero rates were 
introduced on an autonomous basis for almost the whole spectrum of goods under the 
Information Technologies Agreement, as well as on energy sources, medical technology and 
medications. The temporary tariff quotas for tax-free import of industrial goods or 
suspension of customs duties are eliminated. Since the beginning of 1998 all export taxes 
have been revoked (with the temporary exception of the export tax on wood).  
At the beginning of 1999 the temporary import surcharge in support of the balance of 
payments, introduced in 1996, was also abolished.  
The nominal level of tariff protection on industrial goods imported from the EU in 1999 is low: 
3.6% (compared to 12.6% for countries with a most favoured nation treatment). In 
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principle it does not hinder the competitive pressure on the Bulgarian economy in respect to 
imports from the EU. 
Considerable progress has been achieved in respect to non-tariff measures as well. With the 
start of 1999 the non-automatic licensing on the import of natural gas and the export of 
metal scrap were abolished and at present the non-automatic licensing regime on imports 
and exports is based exclusively on international norms. The application of the registration 
(automatic licensing) regime on imports and exports serves a purely monitoring function on 
the trade with basic goods. The scope of goods, to which this regime is applicable, though 
not in contradiction with the rules of the WTO, was substantially reduced after 1st January 
1999.  
It can be concluded that the degree of commercial liberalisation in Bulgaria is comparative, 
and in some cases exceeds, the level typical of the first wave countries for EU accession.  
Absence of Barriers for Market Entry (establishing new businesses) and Market Exit 
(liquidation or bankruptcy). 
The Transition Report of the European Bank for Reconstruction and Development  (EBRD) 
presents a study, which analyses and compares the commercial legislation in the countries in 
transition.  The rating for Bulgaria for 1998 is raised to 4 in comparison with the 1997 rating 
of 3. The final conclusion of the EBRD is that the Bulgarian Trade Act and the trade regime 
in the country are comparatively clear, applicable, and adequately implemented. Bulgaria's 
rating in this respect is the same as that of the Czech Republic, Hungary and Poland, and is 
better than Estonia and Slovenia. 
The information on the registration of companies in Bulgaria shows that in reality there are 
no serious barriers to market entry. Both the number and the relative share of the 
production of private companies in Bulgaria have marked a significant increase in recent 
years. The relative share of the private sector in the gross added value has gone from 
17.5% to 63.7% in the period between 1991 and 1998, with small and medium sized 
enterprises having the biggest contribution to this process. 
The Bulgarian law ensures that the owners and creditors of companies can freely file a 
bankruptcy or liquidation procedure. These procedures are drawn from European legislation. 
The lack of sufficient experience and weaknesses of the operation and co-operation between 
institutions delay their implementation. There has been, however, a perceptible improvement 
in the implementation of procedures, which leads to an increased number of bankruptcies 
and liquidation proceeding. During the first four months of 1999 about 1200 procedures for 
liquidation and 50 for bankruptcy have been launched with a much faster pace than during 
previous periods.  
It can be concluded that there are no substantial obstacles in the way of market entry and 
exit in Bulgaria.  
Legal System. Execution and Enforcement of Contracts and Laws. 
The three-instance court process was introduced and the Supreme Court was divided into a 
Supreme Administrative and a Supreme Court of Cassation. Conditions for speedier court 
proceedings were created thanks to the limited application of the ex officio principle by the 
courts and a simplification of the subpoena process, which will become even more efficient 
after the introduction of new personal identification in the second half of 1999.  
One of the areas in which the State regulation and legal enforcement are especially 
successful is intellectual property. As a result of the actions taken and of the institutional 
framework established, in the spring of 1999 Bulgaria was taken out of the list of countries, 
in which intellectual property rights are systematically violated and evaded. 
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Progress in respect to the execution and enforcement of law and contracts can be seen in 
three areas: improved implementation of laws regarding property and financial violations; 
improved possibilities for speedy and effective process regarding the execution of contracts; 
some improvement in diminishing the general level of corruption.  
The progress in the legal system is significant, but more work is needed on the training of 
magistrates and judicial authorities and on improving the judicial infrastructure.  
Wide Consensus on the Main Areas of Economic Reform. 
Between September 1998 and May 1999 the consensus in Bulgarian society on the main 
principles of economic reform continued to consolidate. In September 1998 a three year 
Extended Fund Facility with the International Monetary Fund was signed, which defines the 
basic parameters of the economic policies and further reforms up to the Autumn of 2002. 
There is a wide consensus in Bulgaria on the main direction in economic policies and reform 
apparent in the Declaration of the National Assembly of 17th May 1997, and indirectly verified 
by the EU in the Joint Assessment of the Medium term Priorities of the Economic Policies of 
Bulgaria.  
Macroeconomic Stability 
Bulgaria’s economy during 1998 and the beginning of 1999 was characterized by a sustained 
macroeconomic stability. The dynamics of GDP, incomes, prices, interest rates, and the 
currency exchange rates are predictable, the deviations are much smaller than in previous 
periods, their magnitudes are entirely comparable or even better than those of the 
countries, which have already started negotiations for EU membership. Achieved is a 
sustainable internal balance between stable prices and constantly increasing budget 
revenues. The low interest rate has significantly increased investment and decreased the 
internal debt burden. Bulgaria has achieved marked progress in the nominal implementation 
of the Maastricht criteria, thanks to the successful introduction of a currency board 
arrangement. As a result of unfavourable external factors there has been a drop in exports, 
but the current account deficit is stable and has not led to a fall in the currency reserves.  
Presence of a Developed Financial Sector 
The harmonization of the legislative and regulatory framework of the financial sector in 
Bulgaria with that of the internationally recognized standards is continuing. In August 1998 
the Bulgarian National Bank enacted Ordinance ¹ 22 on the Establishment of a Central Credit 
Register, which increased the reliability of decision-making in the field of lending. Since the 
end of 1998 important changes were introduced in the national accounting standards aimed 
at bringing them closer to the international standards. An Early Warning System was 
established, which aims at identifying potential risks to bank portfolios.  
The most significant change in the structure of lending is in its re-channeling from the state 
to the private sector.  In 1998 the relative share of loans to the private sector grew from 
43.6% to 65.6%, and reached 68% by the end of April 1999. 
Progress was achieved in the financial status of banks. There is considerable growth in their 
capital adequacy and liquidity. Notwithstanding, the comparisons show that the relative share 
of bank intermediation is below the level of the developed market economies. The 
improvement in the quality and the efficiency of the financial sector necessitates the 
development of new and effective market niches, improvements in the market for loan 
collateral, and completion of the privatization of the big state-owned banks.   
4. Ability to Cope with Competitive Pressures of Market Forces in the EU 
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Existence of a Functioning Market Economy and Macroeconomic Stability 
The main elements of a functioning market economy in Bulgaria are present.  Prices are 
deregulated with small exceptions in accordance with European standards.  A radical 
commercial liberalisation has been achieved, which makes Bulgaria one of the countries with 
the most open economies among the accession candidates. There are no significant 
obstacles in the path of market entry or exit, with the exception of clearly defined cases, 
whose scope will diminish in the years to come. Macroeconomic stability is being sustained, 
regardless of the deteriorated external conditions. The basis for a wide social consensus on 
the main elements of the economic reform, whose grounds were laid two years ago, is solid. 
Serious progress is discernable in the financial and legal spheres in comparison with 1997 and 
the first half of 1998. 
Presence of Developed Human and Physical Capital 
Maintaining macroeconomic stability and low interest rates is a prerequisite for attracting 
investment in infrastructure projects. During 1998 the Government defined investments in 
infrastructure as a priority in the public sector until the year 2001.  In light of the need for 
large-scale investment, internal savings are insufficient to finance it and foreign investments 
are especially important for the improvement of human and physical resources.  Still 
insufficient are investments in research and development activities, software, licenses and 
know-how.  These issues will be resolved in the medium term, provided the reforms are 
successfully completed. 
Regarding human resources, Bulgaria has qualified personnel and a comparatively good 
educational system.  Despite the negative impact of the economic recession between 1990-
1997, positive changes are being observed and the country is in a competitive position as to 
its human resources.  Especially important in this respect is the need to reinforce the link 
between education and business, as well as to integrate scientific research and education at 
all levels.  
Degree of Impact of the Government's Policies and of Legislation on Competitiveness 
The impact of the Government's policies and legislation on the competitiveness of the 
Bulgarian economy and of the separate enterprises is relatively favourable and increases the 
ability of Bulgarian businesses to withstand the competitive pressure of the free market. 
Domestic trade in Bulgaria is liberalized, with the exception of the natural or regulated 
monopolies.  More and more commodities markets are being established and in the coming 
years they will become more experienced.  The foreign trade regime of Bulgaria is essentially 
liberalized while the trade policies of the country are being progressively harmonized with 
those of the EU and do not present obstacles to the accession process.  The country is 
pursuing a policy of trade liberalisation also through entering into new free trade agreements. 
New agreements with CEFTA and with Turkey became effective since the beginning of 
1999. Negotiations are in progress with the Baltic states, Macedonia, and Israel.  
The Law on Protection of Competition (May 1998) is fully synchronized with European norms 
and requirements, while its dispositions and the year of application so far give grounds to 
conclude that in the medium term the protection of competition in Bulgaria will correspond to 
the European standards and that many markets with monopolies at present will be 
deregulated based on a specifically approved schedule. 
As a result of a group of measures, by the end of 1999 the institutional framework for small 
and medium sized enterprises (SME) in Bulgaria will be consolidated and fully functional.  
Thus, it may be concluded that the priorities of the approved national strategy on SMEs will 
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be implemented.  The main difficulties here are the still limited access to financial resources 
and the insufficient qualification for small and medium sized entrepreneurs. 
Degree and Speed of Trade Integration of Bulgaria with the EU 
The most important indicator for the ability to withstand the competitive pressures of market 
forces in the EU, according to the Copenhagen criteria, is the degree of economic integration 
of the countries applying for membership to the EU. 
Bulgaria's relative status along this criteria is comparable to that of the other applicants.  
Since 1991 the commercial relations of Bulgaria with the countries of the EU are developing 
and growing at a rapid pace. While in 1991 the relative share of the country's trade with the 
EU was 15.7% for exports and 20.7% on imports, in 1998 these were respectively 51.5% 
and 46.1%, and in the first quarter of 1999 grew to 60.3% and 49.3%. The EU is already 
the main trade partner of Bulgaria and the trend shows that in the medium term trade and 
integration will continue to grow.  Regardless of the relative geographic distance with the EU, 
its share in Bulgaria's trade is larger than that with Spain and Greece prior to their accession.  
Countries like the Czech Republic, Hungary, Poland, and Slovenia not only have a geographic 
advantage, but also have no visa limitations in trading with the EU.  Additional problems for 
Bulgaria’s trade with the EU are the infrastructure obstacles ensuing from the Kosovo crisis.   
The concentration of Bulgarian trade with the EU in commodity groups remains high and it 
can be expected that the comparative advantages based on low labor costs in Bulgaria will 
continue to dominate in the future structure of trade. Recent behavior and the expected 
development of trade between Bulgaria and the EU, combined with the implemented 
measures of trade liberalisation prove that there are sectors in Bulgaria's economy, which 
are competitive in the common European market.  
Share and Significance of Small and Medium sized Enterprises 
SMEs in Bulgaria are one of the most important and dynamic elements in the economic 
system.  They provide a significant, and in the private sector - a dominant part of jobs in 
the economy.  Their economic efficiency is much higher than that of larger enterprises and 
they have a much larger sale per assets ratio.  SMEs provide for a greater flexibility in the 
economy since they are quicker to react to changing conditions and to limit their losses and 
expand their operations.  
The share of SMEs in Bulgarian economy is relatively high and growing. Regardless of the 
comparatively low density of SMEs in Bulgaria, the trend is for SMEs to play an ever-growing 
strategic role in the medium term as economic entities, which provide flexibility, 
entrepreneurship, and a significant number of new jobs.  
The Role of Foreign Investment in Increasing the Competitiveness of Bulgarian Economy 
The medium term prospects for competitiveness and the flow of foreign investments into 
the Bulgarian economy are relatively good.  
Bulgarian enterprises and their products are still not highly competitive on the foreign market, 
but the growing role of small and medium businesses and of the private sector will improve 
this situation.  The commutative foreign investments per capita of the population remain 
below averages in Central Europe.  In 1998, however, the share of direct foreign 
investments in Bulgaria's GDP is approximately equal to those in the forefront applicant-
member countries.  The share of green-field investment is growing. Viewed against the 
global financial crisis, and especially against the Russian crisis, this achievement shows a 
sustained trend towards an increase in direct foreign investment.  In 1999 the main obstacle 
to this trend will be the crisis in Kosovo.  Its significant deterring effect can be overcome, if 
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several big privatization deals with strategic foreign investors are concluded.  Another even 
more important element in this direction would be if the EU indirectly promoted foreign 
investment, by opening negotiations for accession thus sending a very strong political 
message. 
Since the beginning of 1999, the foreign investments regime in Bulgaria is simplified and 
more transparent.  Thanks to macroeconomic stabilization and the accelerated liberalisation 
of foreign trade, the focus in attracting foreign investment has shifted towards special 
measures in creating an overall improvement in the general climate for investment in the 
country in the context of the privatization of strategic enterprises and operations. 
 
5. General Assessment of the Compliance 
Presence of a Functioning Market Economy 
The main barriers to the presence of a functioning market economy have been eliminated 
by the liberalisation of prices and trade and a macroeconomic stability, which has been 
sustained for over two years. Stable prices, a low interest rate, and growing budget 
revenues are indicators pointing to a stable market balance between supply and demand.  
Remarkable progress has been achieved through the expansion of the private sector and 
the liquidation or bankruptcy procedures of a large number of inefficient enterprises.  In the 
conditions of an accelerated liberalisation of foreign trade the balance of payments is stable 
and the currency reserves of the country are growing.  There is wide consensus on the 
Government’s policy.  The comparison with the countries in the first wave for accession to 
the EU is favourable to Bulgaria.  The assessment is that on the whole Bulgaria fulfils the 
Copenhagen criteria for a functioning market economy, but that further measures are 
needed to improve the financial and legal system. 
Ability to Withstand the Competitive Pressures of Market Forces in the EU  
The medium term prospects for Bulgaria to cope with the competitive pressures of market 
forces in the EU are good. The main elements of a market economy in Bulgaria are 
functioning in the environment of macroeconomic stability.  The impact of the Government’s 
policy and of the legislation on competitiveness is generally favourable.  The degree of 
commercial integration with the EU is notable and contributes to the further strengthening of 
the capacity of the economy to withstand competitive pressures.  The share of small and 
medium sized enterprises in the Bulgarian economy is comparatively high and growing, and 
in the medium term they will play an important role.  The prospects for competitiveness and 
for the flow of foreign investment into the Bulgarian economy can be assessed as relatively 
good. 
Overall Conclusion  
For all practical purposed Bulgaria can be regarded as a functioning market economy and in 
the medium term will be capable of withstanding the competitive pressures of market forces 
in the EU, provided it sustains the present pace of economic and structural reforms. 
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Annex 2 
INSTITUTE FOR REGIONAL AND INTERNATIONAL STUDIES 
Priority Projects Concerning the Important Regional Transport in 
Southeast Europe 
From the economic development of Southeast Europe point of view and for the 
establishment of more intensified contacts on regional and transcontinental level the 
most important factor is the development of the infrastructure of the European 
transport Corridors ¹4, ¹8, ¹10 and ¹ 7. These Corridors include projects with 
proven economic and political effectiveness. Corridor ¹4 and Corridor ¹8 play a key 
role in the economic development of the region. 
Corridor ¹4 (through Dresden – Prague – Vienna – Budapest – Arad – Sofia – 
Thessaloniki/Istanbul) supplies a connection between the countries situated on the 
South Balkans (Greece, Macedonia, Bulgaria, Turkey) and the European Community. 
The Corridor is the shortest land access to Central and Western Europe as an 
alternative to the way through former Yugoslavia. Due to the devastated 
infrastructure in Yugoslavia, at present Corridor ¹4 is the only land connection 
between the Balkans and Central and Eastern Europe. The cut connection causes the 
trade contacts of the Region with Europe to face a serious ordeal and endangers its 
fragile economic development. The Balkan Region presents the necessary connection 
of the countries form Central and Eastern Europe for their cargo transportation to the 
foreign markets of the East. 
The most important projects concerning the Corridor ¹4 are the building of a bridge 
over Danube between Bulgaria and Rumania at Vidin - Kalafat and the enlargement 
and the modernization of the border passages between Greece and Bulgaria. While 
Bulgaria and Greece successfully work on the second project, the problems between 
Bulgaria and Rumania seem unsolvable at the moment. Despite the positive results 
from the research of the consultant company “Sir Alexander & Partners”, the 
unquestionable international importance of the project and the supplied financial 
resources (the Bulgarian side has agreed to supply $ 120 millions) Rumania blocks 
the realization of the project. At the basis of the controversy between Bulgaria and 
Rumania are the competing national transport strategies of the two countries. The 
aim of Rumania to attract larger traffic though its territory hinders the flow of goods 
from Bulgaria, Greece, Turkey and the Middle East to the European market. 
Corridor ¹8 (also known as “East-West” through Bulgaria, Macedonia and Albania) is 
of specific geo-strategic importance for Southeast Europe. During the crisis period in 
former Yugoslavia this transport corridor has become an additional factor for stability 
in the region. The intensified contacts through the Corridor ¹8 will facilitate the 
separation of the above-mentioned countries from the crisis area in former 
Yugoslavia and the localization and limitation of the tension centre. Corridor ¹8 is the 
necessary material condition in order to improve the co-operation among Bulgaria, 
Macedonia and Albania. The infrastructure development in this aspect will facilitate 
the trade contacts among them and increase of the trade exchange. In addition, it 
will supply the three countries with the opportunity to increase tax inflow for the 
state budget. Corridor ¹8 is the shortest road between South Europe and Central Asia 
and as a transcontinental connection will play a significant role in the process of 
global economic co-operation.  
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The most important projects included in Corridor ¹8 are as follows: enlargement and 
modernization of the Bulgarian ports in Burgas and in Varna; creation of a railroad 
between Bulgaria and Macedonia; creation of an inter-modal terminal for cargo 
transportation at the Bulgarian-Macedonian border; building of a whole road 
infrastructure and port Vljora in Albania. The projects for enlargement and 
modernization of the Varna and Burgas ports are under implementation. The efforts 
should be concentrated on the building of a railroad connection between Bulgaria and 
Macedonia. Thus the isolation between the two countries will be handled, Macedonia 
will gain access to the Bulgarian ports on the Black Sea and through the connection 
to the Corridor ¹4 an alternative to the one and only connection with Central and 
Western Europe that passes through former Yugoslavia will be supplied. Most of the 
efforts must be pointed at the creation of a road infrastructure in Albania, for the 
country lacks modern infrastructure.  
The devastated infrastructure in former Yugoslavia stresses on the building and 
reconstruction of the infrastructure along the Corridor ¹7 (the so-called Danube 
corridor) and the Corridor ¹10 (the so-called Trans European Highway). After the 
demolition of the bridges over Danube in former Yugoslavia the only way for the 
Balkan Peninsular in almost one thousand kilometres is the bridge between Bulgaria 
and Rumania near the Black Sea. The fact is that Southeast Europe has no access to 
Central and Western Europe. At the present stage the most important projects are 
connected with the building of a bridge over Danube at Vidin - Kalafat (it is a part of 
the European Corridor ¹4) and the reconstruction of the demolished bridges over 
Danube in former Yugoslavia. 
The transport Corridor ¹10 is the shortest way from Southeast Europe and Middle 
East to Central and Western Europe. Because of its major importance, this corridor 
was given the name Trans European Highway. After the devastation in Yugoslavia it 
is necessary to point significant financial resources for the reconstruction of the road 
and the railroad connections between Yugoslavia and Bulgaria in Southeast direction 
and between Yugoslavia and Macedonia in East direction. 
 
